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Abstract
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The 2006-08 commodity price boom was one of the 
longest and broadest of the post-World War II period. 
Apart from strong and sustained economic growth, the 
recent boom was fueled by numerous factors, including 
low past investment in extractive commodities, weak 
dollar, fiscal expansion, and lax monetary policy in 
many countries, and investment fund activity. At 
the same time, the combination of adverse weather 
conditions, the diversion of some food commodities 
to the production of biofuels, and government policies 
(including export bans and prohibitive taxes) brought 
global stocks of many food commodities down to levels 
not seen since the early 1970s. This in turn accelerated 
the price increases that eventually led to the 2008 rally. 
The weakening and/or reversal of these factors coupled 
with the financial crisis that erupted in September 2008 
and the subsequent global economic downturn, induced 
This paper—a product of the Development Prospects Group—is part of a larger effort in the department to gain a better 
understanding of the causes and consequences of the 2006–08 commodity price boom. Policy Research Working Papers 
are also posted on the Web at http://econ.worldbank.org. The author may be contacted at jbaffes@worldbank.org.  
sharp price declines across most commodity sectors. Yet, 
the main price indices are still twice as high compared to 
their 2000 real levels, begging once more the question 
about the real factors affecting them. This paper 
concludes that a stronger link between energy and non-
energy commodity prices is likely to be the dominant 
influence on developments in commodity, and especially 
food, markets. Demand by emerging economies is 
unlikely to put additional pressure on the prices of food 
commodities. The paper also argues that the effect of 
biofuels on food prices has not been as large as originally 
thought, but that the use of commodities by financial 
investors (the so-called ”financialization of commodities”) 
may have been partly responsible for the 2007/08 spike. 
Finally, econometric analysis of the long-term evolution 
of commodity prices supports the thesis that price 














































peaked  at  US$  133/barrel  (up  94  percent  from  a  year  earlier)  and  rice  prices 
doubled within just five months—has renewed interest in the long‐term behavior 

















































































































ly,  excess  liquidity  and  speculation,  income  growth  and  dietary  changes  in Page 5 
 





































































































































































































































age  annual  increment  in  consumption  (both  growth  rates  and  absolute  incre‐
ments) was lower in the years of the price surges, 2002‐08, than in the preceding 
period 1995‐2001.” FAO (2009) arrived at nearly identical conclusions. 























































































































Spraos  1980;  Sapsford  1985;  Grilli  and  Yang  1988),  which  focused  mainly  on 




















































































































































































































































































































  1961‐72  1973‐84  1985‐96  1997‐2008 
MACRO VARIABLES      
Population  2.0  1.8  1.6  1.3 
GDP, real  5.5  3.4  2.8  3.0 
CONSUMPTION      
Rice  3.3  2.7  1.9  1.2 
Wheat  3.9  2.9  1.4  0.9 
Maize  3.7  2.5  2.7  2.8 
Soybeans  4.8  2.6  5.5  4.0 
Palm Oil  8.4  10.2  7.7  8.8 
Beef  3.2  1.8  1.1  1.0 
Pork  3.7  4.9  2.7  2.2 






  ‐‐‐‐‐‐ WORLD ‐‐‐‐‐‐‐  ‐‐‐‐‐‐‐‐ CHINA ‐‐‐‐‐‐‐‐  ‐‐‐‐‐‐‐‐‐ INDIA ‐‐‐‐‐‐‐‐‐ 
  1997‐2002  2003‐08  1997‐2002  2003‐08  1997‐2002  2003‐08 
GDP  2.9  3.3  8.4  10.4  5.1  8.5 
Wheat  1.3  2.7 ‐ 0.7  0.2  2.7  1.8 
Rice  1.6  1.5  0.5 ‐ 0.6  1.0  1.9 
Maize  1.8  3.6  2.8  3.4  1.9  5.5 
Soybeans  5.8  3.3  16.1  8.7 ‐ 1.4  7.1 
Palm Oil  10.5  7.5  22.1  8.2  21.4  7.2 
Beef  0.8  1.6  3.8  2.8 ‐ 0.5 ‐ 2.2 
Pork  2.7  1.3  2.8  1.2  1.0  0.4 





  2000‐01  2002‐03  2004‐05  2006‐07  2008‐09 
Biofuels as a share of global grain and oilseed area (percent) 
EU oilseeds  0.00  0.06  0.15  0.24  0.34 
US maize  0.13  0.27  0.37  0.76  1.11 
Land used for US ethanol from maize as a share of (percent) 
US Maize area  3.63  7.32  9.45  18.03  27.54 
US Grain area  0.99  2.00  2.79  5.68  8.44 







  ADF  PP   ADF  PP 
REAL (MUV‐Deflated) SERIES        
Wheat ‐ 2.32 ‐ 1.70   ‐ 1.83 ‐ 1.47 
Maize ‐ 1.59 ‐ 1.49   ‐ 1.84 ‐ 1.83 
Rice ‐ 1.59 ‐ 1.71   ‐ 3.08 ‐ 1.92 
Soybeans ‐ 1.72 ‐ 1.59   ‐ 2.09 ‐ 1.96 
Soybean oil ‐ 1.34 ‐ 2.06   ‐ 0.96 ‐ 2.28 
Palm oil ‐ 1.41 ‐ 2.14   ‐ 1.31 ‐ 2.47 
NOMINAL SERIES        
Wheat ‐ 1.63 ‐ 0.84   ‐ 3.10 ‐ 2.02 
Maize ‐ 1.69 ‐ 1.22   ‐ 2.76 ‐ 2.21 
Rice ‐ 2.53 ‐ 1.62   ‐ 3.40* ‐ 2.27 
Soybeans ‐ 1.32 ‐ 1.23   ‐ 2.11 ‐ 2.14 
Soybean oil ‐ 1.08 ‐ 1.17   ‐ 1.99 ‐ 2.56 


















































































































































































































































































Non‐energy  —  0.12  0.11  0.16  0.28 
Food  —  0.25  —  0.18  0.27 
Raw materials  0.08  —  —  0.04  0.11 



















































































































































eration  Biofuels  on  Global  Agricultural  Production,  Trade  and  Land  Use.” 
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engaging  in  various  types  of  market  manipulation.  A  more  complex  picture 
emerges when speculators engage in financial transactions (often combined with 
physical transactions). 
Hence,  understanding  the  complexities  and  the  controversial  nature  of 
speculation ultimately comes down to understanding the right‐bottom cell of the 
Table A1. One way to analyze speculation is to map its sources and its effect on 







































































































































hypothesis  on  data  and  methodological  grounds  (see  Ai,  Chatrath,  and  Song 
2006; Cashin, McDermott, and Scott 1999; Deb, Trivedi, and Varangis 1996; and 
LeyBourne, Lloyd, and Reed 1994). In a more recent paper, Vansteenkiste (2009) 




Rotemberg’s  (1990)  bubbles  or  market  psychology  explanation  for  excess  co‐
movement—provided that prices used in Granger’s sense have been adjusted ac‐
cordingly  by  the  fundamentals.  Perhaps,  the  fact  that  two  leading  articles  on 
price co‐movement among different commodities have been somewhat contro‐
versial may have led to a slowing down of research in that area as well. 